
that, to start, 80% of metropolitan libraries and only .~,,~o of non-metropolitan libraries are

currently connected to the Internet and that the deployment rate is 10% per year. (For schools

The model assumes 50% and 25% initial penetration lor metropolitan and non-metropolitan

schools respectively and the same deployment rate.) "he model assumes that 25% of

metropolitan and non-metropolitan areas are poverty ;Ireas The model assumes that metropolitan

areas would require a level of connectivity equal to at least Tl service and non-metropolitan

areas would need a level of connectivity equal to 256 khps service. The annual TSLRIC for

these services is assumed to he on average $6000/year for Tl and $3,360/year for 256 Kbps in

metropolitan areas and $24.000/year for Tl and $13 .440/vear for 256 Kbps in non-metropolitan

areas.

Based on these assumptions, the model estimates that the draw on the universal service fund

for on~oing connectivity costs onlyll over 5 years would total over $300 million for libraries and

$1.6 billion for schools or over $1.9 billion dollars total for hoth types of institutions combined. 12

lilt should be emphasized, that only data connections for Internet-type service is included
in this model. Other services, for example installation for these data connections as well as long
distance voice telephone service should also be discounted services and would add to the overall
draw on the universal service fund for libraries and schools.

12The E-rate, a proposal for free access to telecommunications services for libraries and
schools has also been proposed. For comparative purposes, ALA calculates the cost to the
universal service fund of the E-rate for ongoin~ connectivity costs only over 5 years would total
over $577 million for libraries and $3,574 millIon for schools or over $4.1 billion dollars total for
both types of institutions combined.
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APPENDIX B

WORLDWIDE ACCEPTANCE OF LONG RUN INCREMENTAL COSTING:

SAMPLE REFERENCES IN A GOVERNMENTAL CONTEXT

Below is a costing applications summary whIch offers samples of the utilization of long run
incremental costing worldwide.

The listing is hardly exhaustive given the time constraints for this set of Reply Comments (CC
Docket 96-45). Casualties of that limitation are that the examples are all relatively recent (some from
April 1996), and that academics have been entin'lv excluded (unless they are cited in a governmental
context).

Contents

I. Utilization in a Legislative Context

Texas -- Public Utility Regulatory Act, Amended 1995
Michigan -- Telecommunications Act, Amended 1995
Gennany -- Telecommunications Act. 1996 draft

II. Acceptance\Application by Telecommunications Industry Entities

Maine -- NYNEX (New England Telephone)
California -- Coalition (Wide Spectrum of Parties)
North Carolina -- BellSouth Telecom.lCarolina T&T and Central TeVCommission Staff
Georgia -- CATV Association, Southern Bell
Maryland -- MCI
European Commission -- BellSouth Europe

III. Comments ofRegulato[)' Commissions

Washington -- Washington Utilities and Transportation Commission
Illinois -- Illinois Commerce CommiSSIOn
Connecticut -- Connecticut Department of Public Utility Control
Australia -- Australian Telecommunicationsl\uthority

I. Utilization in a Legislative Context

TEXAS:

(a)( 1)

Public Utility Regulatory Act of 1995, enacted by S.B. 319, 74th Legislature, 1995, Amended
by H.B. No. 2128, Sec. 3.359. Infrastructure Commitment to Certain Entities.

It is the intent of this section to establish a telecommunications infrastructure that interconnects
public entities described in this section The IOterconnection of these entities requires ubiquitous,
broadband, digital services for voice. Video and data within the local serving area. The ubiquitous



naturt: \)1 th<..'''c ",l1nL'((l\llh IllU,1 al" aILl" 11,11\ Idualnt:l\\orks of these tntitles to interconnect and
Il1teroperate acr'b" the broadband digital sen Id: IIlfrastructure. The delivery of these advanced
telecommunications services also Will reqlme ,,:clilaborations and partnerships of public private. and
commercial telecommunications sen Ice ne!'\(lrk prm iders

(b)( ])

(A) On customer request. the electing compan:- shall provide broadband digital service that is capable
of providing transmission speeds of up to ·1" megabits per second or better for customer applications
and other customized or packaged netv,ork ',,:rvlces (pnvate network services) to an entity described
in this section for their private and sole use ('\Lept as provided in Subsection (d) ofthis'iection
(ii) libranes. as that term is defined in SectllH1 j AOf, of this Act. (emphasis added).

(B) Such private network services shall be provided pursuant to customer-specific contracts at a rate
that is 105 percent of the lon~ run increment~!.Lcost. inc luding installation. of the services. (emphasis
added)

(D) An electing company shall file a flat monthly tariff rate for point-to-point intraLATA. 1.544
megabits per second service for the entities specified in Subsection (b)(I )(A) of this section which
shall be distance insensitive and be no higher than 105 percent of the statewide average lon~ run
incremental costs, including installation. of the servIce (emphasis added).

(E) An electing company shall provided point-to-point 45 megabits per second intraLATA services
when requested by an entity specified in Subsection (b)( I )(A) of this section pursuant to customer
specific contracts except that the interoffice portion of the service, if any, will be recovered on a
statewide average distance insensitive basis. The rate for this service shall be no higher than 105
percent of the lon~ run incremental cost. IIlclllding installation, of the service. (emphasIs added).

(F) An electing local exchange company shall provide an entity described in this section with
broadband digital special access service to IIlterexchange carriers at no higher than 105 percent of the
lon~ run incremental cost including IIlstaliat i o[l, nfsuch service (emphasis added),

(H) The legislature finds that an entity descnhed In this section warrants preferred rate treatment
provided that any rates cover the ~[uni.!Ll;:J~mental cost of the services provided. (emphasis
added)

(1)(2) An entity receIving the services provIded under thIs section may not be assessed special
construction or installation charges (.;;) On ,ustomer request by an educational institution or library
in exchanges of an electing company servlllg more than five million access lines in which toll-free
access to the Internet is not available, the local exchange company shall make available a toll-free
connection or 1011- free dial ing arrangement f( ,r use by educational institutions or libraries in accessing
the Internet in an exchange in which Internet access is available on a toll-free basis, The connection
or dialing arrangement shall be proVided at no charge to the educational institution or library until
Internet access becomes available in the exchange of the requesting educational institution or library.
The local exchange company is not required 10 arrange fc)r Internet access or to pay Internet charges
for the requesting educational institutIOn (If libran

(g) The commission may not consider the cost ot Implementing Subsection (b), (c), or (d) of this section
in determining whether an electing company IS entitled to a rate increase under this subtitle or
increased universal service funds under Sectnn' 608 of this Act.



MICHIGA1\: Public Act 79. as amended b~ I Q9~ PUBLIC ACT 216, MeL 484.210 I et seq. [Michigan
Telecommunications Act (amended c,tatute) PA 179; amendments (1995 PA 216) to the
Michigan Telecommunications Act i !99 P~] 79)]

[Definitions]

(y) "Reasonable rate" or "just and reasonable rate" means a rate that is not inadequate,
exceSSIve, or discriminatol).X rate" madequate if it IS less than the total service loni run
incremental cost of providing the 'ier' Ice (emphasis added).

(ff) "Total service 10Di run incremental cost" means, given current service demand, including
associated costs of every component necessary to provide the service, I of the following: (I)
The total forward-looking cost of a telecommunication service, relevant group of services, or
basic network component, using current least cost technology that would be required if the
provider had never offered the service (ii) The total cost that the provider would incur if the
provider were to initially offer the serVice. group of services, or network component.
(emphasis added).

Sec, 202.

In addition to the other powers and duties prescribed by this act, the commission shall do all
of the following: (a) Establish by order the manner and form in which telecommunication
providers of regulated services within the state keep accounts, books of accounts, and records
in order to deteonine the total service lona run incremental costs and imputation requirements
of this act of providing a service The commission requirements under this subdivision shall
be consistent with any regulations covering the same subject matter made by the federal
communications commission (emphasis added).

Sec. 304,

(7) In reviewing a rate alteration under subsection (6), the commission shall consider only I
or more of the following factors if relevant to the rate alteration as specified by the provider:
(a) Total service loni run incrementaL~.Q.S.1 of basic local exchange services. (emphasis
added)

Sec,304a.

(1) Upon filing with and approval of the commission, a basic local exchange provider shall
restructure its for basic local exchange. toll, and access services to ensure that the are not less
than the total service loni run incremental cost of providing each service. (emphasis added).

(2) The provider may determine when each rate is restructured and may phase in the rate
restructuring until January I. 2000 ~fter January 1,2000, the provider's rates for basic local
exchange, toll, and access services shall not be less than the total service loni run incremental
~ for each service. (emphasis addedl

(4) The commission shall have 45 days from the date of a filing under this section to review
the proposed rate restructuring to ensure that rates are not less than the total service loni run
incremental costs of the service. or that the rate restructuring brings rates that are below -such
costs closer to the costs. If the commiSSIOn is unable to make a determination within the
allowed 45 days under this suhsection, the commission shall have an additional 45 days to
review the rate restructuring I emphasis added)

(6) For purposes of this sectIOn and he act, prOVIders who, together with any affiliated



prn\ Ider\. prm Ide basIc 1\)(,11 c'\chan!-,l' ,Cr\ Ice or basic local exchange and toll service to
less than 250,000 end-users in this stale may determine total service IQn~ run incremental cost
through preparatIon of a cost study or rna;. determine that their tQtal service IQn~ run
incremental CQst is the same as that)! <l proVider with more than 250,000 end-users.
(emphasis added)

Sec. 307.

(6) Except for a state institution of hIgher education, ifan educational institution has excess
capacity, it may sell the excess capacIty subject to subsection (3) and tQ both of the fQIIQwing:
(a) The amount of capacity sold shall not exceed 25% of the institution's total capacity. (b)

The capacity shall not be SQld below the tQtal service IQn~ run incremental CQst of the
provider of basic local exchange servIce in the service area of the educational institution If
there is mQre than I provider in the service area, the educational institution shall use the
lowest total service Ion" run incremen.ta~. (emphasis added).

Sec. 308.

( I ) Basic local exchange or access rates or proceeds from the sale, lease, or transfer of rate
acquired assets shall not be used, directly or indirectly, to subsidize or offset the costs of
other products or services offered by the provider or an affiliate of the provider by providing
such Qther prQducts or services at less than the tQtal service lom~-run incremental cost.
(emphasis added).

Sec. 319.

(1) The commission shall determine the rate that a provider Qf tQII service is to cQmpensate a
provider of service for calls made on a payphQne Qfthe prQvider that utilizes the toll service
and avoids customer direct cQmpensation to the provider of the payphone service. (2) The
rate of compensation determined under subsection (1) shall be based on a per-call basis and
shall be at the total service IQn~ run incremental CQst of providing the payphQne service.
(emphasis added).

(4) A proVider of payphone service With less than 10,000 payphones may determine total
service long run incremental cost through preparatiQn of a CQst study Qr may determine that
their tQtal service IQn~ run incremental cost is the same as that of a provider with mQre than
10,000 payphones (emphasis addecl

GERMANY: Telecommunications Act of \996 .. draft, WIK April 1996 analysis, DQIl & Nett.

The regulatory authority will grant a compensation to enterprises obliged to provide universal service
if the obliged enterprise proves that the lon~-run-incrementalCQsts Qfan efficient provisiQn including
a reasonable return on the capital investment exceed the revenues frQm the service provided.
CQmpensations (deficits) calculated on this basis will be financed by a universal service fund (§ 20 of
the draft Act). All licensees active on the relevant prQduct market of the respective licensed
telecommunications service and having a market share of at least 5% of the aggregate turnover in the
Federal Republic of Germany in this market have to pay mto the fund. {Pages 9-10, emphasis added}



II. Acceptance\Application _~~[ekc.ommunicatiQnsIndustry Entities

MAINE: Public Utilities Commission

Sybmission ofNYNEX (New En~land Telephone), Docket No. 91-200, Maine Mar~inal Cost Study.
April 6. 1992

MCS Overview {page 1}.

The role of the marginal cost study (MCS), from the Company's viewpoint, is to infonn the
development of rates. The Company believes that its rates should reflect its lon~-run costs;
not only does this send the proper price signals to customers about the cost of various services
so that they can choose correctly, but it is also a prerequisite to an efficient and fair
competitive marketplace. Consequently, the Company views its MCS as a significant
document that will assist in the development of rates which reflect future costs. (emphasis
added)

Marginal Cost Study Description - IntroductIon {Page 5}

The Company considered a variety of approaches for the methods used in the study. The
Company weighed the alternatives with two major points in mind.

The first point the Company kept in mind when selecting marginal cost methods was that its
marginal costs are detennined by the network it has in place today and the one it expects to
have in the future. This led to the criterion that the marginal cost method selected should
reflect the marginal costs of the Company's Maine network. Some marginal cost
methodologies presume that a company should construct a network de novo. This
presumption mayor may not result in a lower marginal cost for a particular segment of the
telecommunications network, but it likely does not reflect the Company's marginal costs.
Therefore, the Company favored methods that reflected the Company's cost to increase its
capacity to provide additional units of service using the technologies it is installing now to
provide service in the future

Second, the Company favored simplicity 10 method over complexity when there is no
significant loss of precision in the results

CALIFORNIA: Public {ltilities Commission

Docket Nos. R. 95-01-020 and R. 95-01-021,. Janyar:y 24, 1995

Comments of Parties {Page 33, emphasis added}

The Coalition proposes that before a new universal service plan is implemented, the LECs
first demonstrate the need for subsidized basic exchange services through appropriate tmal
service 10nK run incremental cost (TSLRlC) studies. [13] Second, the LECs must
demonstrate that, if the need for a basic service subsidy does exist, the level of competition
for basic service must pose a significant threat to the LEC's ability to fund the identified
subsidy requirements. If after such a demonstration it is determined that a significant need
for a basic exchange subsidy does exist, the Coalition believes that a competitively neutral
universal service funding mechanism I'. required for the development of effective local
exchange competition



II ~ I Ihe l oalition define" ISLRIL a" follo\\~ "ISLRIC means the forward-looking
I economic) incremental co"t to the IFe caused by providing the entire quantity of
the service, network huilding hlock/component or group of network building
hlocks/components in questHlll using the most efficient technology deployed most
effie iently rhe long run means a period long enough so that the cost estimates are
hased on the assumptIon thai all mputs are variable." (Coalition's Comments, p, 3, fn
I ,

[The Coalition was made up ofa hroad spectrum of parties, including consumer~.

interexchange carriers and alternatlV\ acccss providers, These included AT&T
Commulllcations of California. Inc. ,'alifornia Association of Long Distance Telephone
Compallles. California Cable !ele\ I" Ion Association. California Association of Long
Distancl\ ICG Access Services. Inc. Mel Telecommunications, Metropolitan Fiber Systems
Communications Company, Inc, Spnrll, Teleport Communications Group, Time Warner AxS
of California, and Toward Utilltv Rate \lormalization (TURN).],

Proposed Universal Service Rules 1Appendi\ J\, page 109, emphasis added}.

3. Total Service Lon~ Run Incremental Cost fTSLRJC) will serve as the measure of costs for
providing basic service to residential clistomers The methodology for determining the
TSLRIC will be developed as part of thiS proceeding and the OANAD proceeding.

NORTH CAROLINA: I Ttilities Commission

StafffBellSouth Telecommunications Price Reiulation Stipulation. Docket No, P-55. Sub 1013.
January 17, 1996

11. Definitions

E. Loni Run Incremental Cost (LRI(j rhe cost the Company would incur (save) if it
increases (decreases) the level of productIon of an existing or new service or group of
services L.RIC consists of costs associated with adjusting future production capacity that are
causally related to the rate element<; hefop studied, These costs reflect forward-looking
technology and operational methods

V. Pricing Rule"

A. General. 7 The price for any individual rate element for any service offered by the
Company shall equal or exceed its .L..RK unless: ( I) specifically exempted by the
Commission based upon public interest considerations, or (2) BellSouth in good faith prices
the servIce to meet the equall\ 10\\ pq( e of a competitor for an equivalent service.
(emphasis added)

E. New Services, 1. Prior to offering a ne\\ service,. . the Company will file a tariff with
the Commission setting forth the terms, conditions, and rates of the new service. Appropriate
documentation and support related to the service category classification will be provided.
Supporting documentation shall include detailed information stating the reason for assigning
the new service to a particular category, detailed information concerning the LRlC. of each
rate element and information \oncernlllp any applicahle public interest concerns. (emphasis
added)



Staf£!Carolina Telephone and Tele/jraph Campan.> and Central Telephone Company Price Re/julation
Stipulation. Docket No. P-7. Sub 825.~-=lit Sub 479. January 31. 1996

Definitions

E. Lon/j Run Incremental Cost (LRlC I· The cost the Company would incur (save) if it
increases (decreases) the level of productIOn of an existing or new service or group of
services. LRfC consists of costs associated with adjusting future production capacity that are
causally related to the rate elements heing studied These costs reflect forward-looking
technology and operational methods

Section 6 Pricmg Rules

A. General. 6. The price for any individual rate element for any service offered by the
Companies shall equal or exceed its LRK unless: (I) specifically exempted by the
Commission based upon public interest considerations, or (2) the Companies in good faith
prices the service to meet the equally low price of a competitor for an equivalent service.
(emphasis added).

GEORGIA: Public Service Commission

Uniyersal Access Fund. Wood Testimony (CATV Assoc,). Docket No, 5825-U. April 5. 1996

Q. How should the "reasonable actual co-;ts" of providing basic local exchange service be
calculated?

A. In order to determine whether a subsidy exists (and to quantify any such subsidy), a Th1al
Service Loni Run Incremental Cost ("TSLRJC") should be calculated. A TSLRIC study
includes all costs that are caused by the decision (or requirement) to offer the service being
studied. Alternatively stated, a TSLRIC is a measure of the costs that are avoided if the
service being studied is not offered. TSLRfC studies are based on forward-looking
assumptions, including the assumption that the most efficient available technologies will be
used. In this regard, TSLRIC is a measure of the costs that would be incurred by a firm
operating in an effectively competitive marketplace to provide the service in question. In
order to quantify the amount of universal service funding necessary to protect Georgia
ratepayers and maintain affordable rates, the Commission should seek an answer to the
question "What cost would be incurred by an efficient firm to provide basic local exchange
service'~" A TSLRIC study. if proper I\' conducted, provides an answer to this question.
{Page 9, emphasis added}

Q. What is the relevant cost to BST and other Incumbent LECs to serve as a carrier of last resort
[COLRP

A. Serving as a COLR only represents a burden to an incumbent LEC when it must serve a
customer or geographic area at rates that are not fully compensatory (i.e., the rates for basic
local exchange service are less than the TSLRiC of providing the service). For all other
customers or geographic areas. there's 110 cost to serve as a COLR. {Page 18, emphasis
added}

Southern Bell. DR Response. LAR 3-8. DockeU~_Q,-522&::.U, September 9, 1994

The loni run incremental cost is a forward looking cost that includes all costs that are directly
attributable to the service. the LRIC mdudes all costs that could be avoided if a service were
not provided. The procedure for testHlg a price is to compare the price to LRIC This test is



widely accepted in the economic literature. [I' the service is priced above LRIC then it is
covering a[1 of the costs that are directly attributable to the service and is making a
contribution to the shared costs of the finn (emphasis added).

MARYLAND: Public Service Commission

MCI "Competition Plys" Petition. Cornell futimony (MC!). November 20. 1995 {Page '4}.

Q. Does setting the price for BA-MD's [Bell Atlantic-Maryland] essential monopoly input
functions at their direct economic (TSLRIC) costs, without any markups toward recovery of
indirect costs, mean that BA-MD would not be earning a competitive rate of return on its
investments for these functions"

A. No. Direct economic costs, as measured by the TSLRIC methodology, explicitly include a
competitive return .. - a competitive rate of profit - - on the capital invested to provide these
functions (emphasis added)

EUROPEAN COMMISSION (EC)

Bell South Europe Comments. EC Liberalisaton Green Paper. March IS. 1995

II. The Need for Economically Efficient Interconnection Chan~es

A. Development ofa Framework for Interconnection

This framework should include the setting of objectives that promote economic efficiency
through effective competition. In other words, interconnection charges should:

• Reflect cost causation
• Stimulate efficiency
• Promote effective competition

BellSouth Europe supports the concept that the cost causation principle is inherent in~
run incremental costs (LRI.C.). Both the WIKIEAC and Arthur Anderson interconnection
studies prepared for the Commission, '>Upport the cost causation nature ofLRIC. {Page 4,
emphasis added}

III, Comments of Regulatory Commissions

WASIDNGIQN: Utilities and Transportation Comml;;;slon

Docket No, UI-950200. April II. 1996 {Page R2:

The Commission finds. consistent with the presentations of most parties that addressed cost issues,

- ~ 'J



that the apprllpll.lk 111l'a~Ure \It LI"\-' hlJ.1ill.'>cn ICC Lon~ Run Incremental (ost rrSLRlC l. the
Cumm i~sion hac, t; \und th is measure II! I.OS1 S n he appropriate 111 prior cases. [footnote 43 om itted 1
Incremental cosh are appropriate because the\ measure the additional costs that are incurred by
providing an additional service. TSLRIC theretore represents the economic price floor. (fthe
revenues from a servIce exceed the TSLRIC ,1' that serv Ice. then that service is not being cross
subsidized If the !,rm ""ere to stop pn\\idIlL thaI unit. Ih revenues would fall by more than its costs

144J

144] Having pnces exceed their respecllve I SLRI(s IS a necessary but not sufficient condition in
determining whether those pnces are fair. Just, reasonable, and sufficient. That determination
requires consideration of a much hrcu(kr ',et of factors than the TSLRIC of the service
(emphaSiS added)

ILLINOIS: Illinois Commerce Commission

Implementation of Section 13-507 of the Pub.1ll; Utilities Act, as amended by P.A. 87-856. Docket No.
92-02 I I. Au~usLIL..J 994 {Page 4 i

The rule adopts the definition of a new term, 'Ion~-run service incremental cost" ("LRSIC") as
opposed to the term "long-run marginal cost" which was used in the previous version of the statute.
LRSIC is defined as

the forward-looking additional cost( 51 Il1curred by the telecommunications carrier ("Carrier")
to provide the entire output of a servICe mcluding additional resources such as labor, plant,
and equipment LRSIC does not include any costs, including common expenses. that would
not be avoided if the entire output of the service were not produced.

LRSIC utilizes the concept of forward-look 111 g \;osts in an effort to assure that incumbent carriers'
costs are reflective of the costs that wou Id he Incurred by an efficient new entrant into the market.
The underlying assumption is that a carrier'·, lillO-competitive services are not subsidizing its
competitive services as long as its competitl\!.: ~,ervices are priced at or above the level that a new
entrant into the non-competitive marker \\ould once its'oervices in order to cover its costs
(emphasis added!

CONNECTICUT· Department of Public l'tillt\ C('n~n'l

Docket No. 94-10-0194-10-01. June 15. 1995

In past proceedings. the Department analyzed SNET performance data and cost studies and found that
they generally represented the real cost for mstalled services and major service categories, In each
instance, SNET constructed its representations to this Department using Lon~ Run Incremental Cost
(LRlC) and Fully Distributed Cost (FDC) techniques in accordance with the Department's directions.
However, the Department also found that the data and studies submitted to it could be enhanced and,
accordingly, their value to the ratemakmg pn ,cess improved. Notwithstanding that potential for
improvement, LRlC studies have been the pnncipal tool available to the Department to determine
SNET's cost ofprovldin~telephone.li~t~~~1!D.Qto price the services. {Page 9, emphasis added}

[The Department's findings mclude. i
5. The TSLRIC'(...,NFT) method can he used !, examrne the incremental cost of providing the total



,cn ICC Lklllanlirlial rile ,upplll'l II:i ~, 'L. '\t'r,lll k:hl cL)sttechrlLJIL)t!! uSing thc exrstint!
netvvnrk as a ~t;lrtlf1g pLJlIlt.
6. Si\ET has mndlfied its LRIC apprudch if Include Uh!s it did not consider prior to the Department's
order to move toward a sound econorn Ie dPP! It all<ln long run marginal costs (where all :osts are
considered variable ii Page 3 I :

Docket No. 95-06-1Z92:06-17, December7,J22S

[The DPllC has] expressed its preference. Iii light of Public Act 94-83, for the Total Service Lon~

Run Incremental Cost lTSLRIC) methodolo~.>over both LRIC and FDC methodololiies whenever
possible in the belief that TSt.RIC better demonstrates the relative impact of technological progress
and competitive proficiency on current tindTKlal commitments of the sponsor. The TSLRIC
methodology represents a modification of th,: LRIC approach by utilizing total demand for a service
as the base for calculating the incremental (,st of addition, replacement or enhancement to the
service. This produces a forward-looking >.',,,,1 '>Imilar to the LRIC methodology, but reduces some of
the economic distortions that might orhef'.\ IS,' emerge using a narrower base of analysis l Page 12.
emphasis added

AUSTRALIA: Australian Telecommunications t\uthiJrltv (Austen

Annual Report 1991-1992. Chapter Two:i&fl1petition Issues

We are in the process of acquiring econometnc modeling tools to be used to derive costs associated
with different parts of the Australian telecommunications network. The acquisition of the models
follows an identified need to have the ability to undertake econometric analysis when examining. , '
the floor price of telecommunications products or services in cases where we are investigating alleged
cross-subsidisatlOn The econometric meIdl'S acquired have been developed over many years by
Bell Communications Research (Bellcore) The Network Cost Analysis Tool (NCAT) model will
take into account both the capital and nperatmg costs of delivering services. The NCAT model has a
forward-looking orientation It examines the IQnlj-run costs of service provision, including the cost of
future investments resulting from !I1creasc' Ii I demand for services. , .. The models will also be
invaluable in aSSisting our vvork In performance monitoring and assessment of the carriers' activities
against InternatH\nal hest practice 'Page h !~inl1has!', added:
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